1961 
Vol. | 





W..: POLICY IN RECOVERY 


by 
Helen B. Shaffer 


Page 

BRAKES ON WAGE-PRICE INCREASES 441 
President’s Call for Wage-Price Restraint 442 
Persistence of High Rate of Unemployment 443 
Relation of Wage Increases to Unemployment 443 
Domestic Labor Costs and Foreign Competition 444 
Risks in Reviving a Protectionist Trade Policy 446 
THREE DECADES OF ASCENDING WAGES 447 
Advance of Wages Since Bottom of Depression 448 
Cases of Labor’s Acceptance of Lower Wages 451 
Stability or Improvement of Wages in Recessions 451 
CURRENT CONFLICTS IN WAGE POLICY 453 
Wage Trends in Relation to Labor Productivity 454 
Opposing Views on Productivity Wage Increases 454 
Effect of Automation on Labor Union Demands 456 
Limits to Government Influence on Wage Policy 457 


No. 23 
June 21 





= 
BS 
Re 
~ 
= 
A 
Fe9 
a 
| 
~ 
a 
S 
KS 
= 
xy 








HE right to reproduce material contained in 
Editorial Research Reports is strictly reserved 
to the newspaper clients of the service. Verbatim 
use of such material by others will be permitted 
only upon written authorization of the editor. 
RICHARD M. BoEcKEL, Editor 


Bue, W. PatcH, Associate Editor 


Editorial Research Reports 
1156 Nineteenth Street, N.W. 
Washington 











WAGE POLICY IN RECOVERY 











NATISFACTION over multiplying signs that the country 

is fast leaving the recession behind is currently clouded 
by fears that too vigorous a recovery will set in motion 
a new inflationary surge. The risks in the situation have 
impelled the Kennedy administration to make special ef- 
forts to prevail on labor and management to keep wage- 
price levels steady as business activity expands. 


Unless restraint is exercised, administration economists 
have warned, inflation may wipe out a large part of the 
gains in national income and individual purchasing power 
to be expected from economic growth. First indications 
of the effectiveness of such warnings and appeals in an 
important sector of the economy will be given by the nego- 
tiations for new labor contracts with automobile manufac- 
turers that are scheduled to open at the end of the present 
month.! 


Government efforts to persuade business and labor lead- 
ers voluntarily to forgo price and wage increases have not 
been conspicuously successful in the past. Current appeals, 
therefore, are being greeted with a certain degree of skep- 
ticism. Edwin G. Nourse, first chairman of the Presi- 
dent’s Council of Economic Advisers after its creation early 
in the Truman administration, observed recently, for ex- 
ample, that “Already union leaders are busy preparing 
wage demands, and industrial price-makers are planning 
markups that will short-circuit the administration’s full 
employment program into a new inflation game.”2 How- 
ever, such factors as continuing heavy unemployment and 
the price competition that is coming from imports of goods 
produced in low-wage countries may dispose both labor 
and management to give more than passing attention to 
voices now urging moderation. 


‘Union negotiations with General Motors begin June 28, with Ford June 29, and 


with Chrysler June 30. Present contracts with the Big Three auto manufacturers 
all expire Aug. 31. The contract with American Motors expires Sept. 6 and that 
with Studebaker-Packard on Nov. 30. 

2Speech at annual convention of District of Columbia Bankers Association, Hot 


Springs, Va.. June 8, 1961. 
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PRESIDENT’S CALL FOR WAGE-PRICE RESTRAINT 


President Kennedy insisted before a joint session of 
Congress on May 25 that “Labor and management must... 
pursue responsible wage and price policies in these critical 
times.”” The necessary goal, he said, was price stability. 
In this respect the President’s economic policy differs little 
from that of the preceding administration. The final report 
of President Eisenhower’s Council of Economic Advisers, is- 
sued Jan. 18, cautioned that “Reasonable stability of costs 
and prices is essential to balanced economic growth and 
to the maintenance of our competitive position in world 
markets.” The latter point had been emphasized by the 
President only a fortnight after he took office. In a special 
message to Congress that was devoted to economic prob- 
lems confronting the American people, Kennedy observed 
on Feb. 2: 


All of us must now be conscious of the need for policies that 
enable American goods to compete successfully with foreign goods. 
We cannot afford unsound wage and price movements which push 
up costs, weaken our international competitive position, restrict 
job opportunities and jeopardize the health of our domestic 
economy. 


The President said in an address before the National 
Industrial Conference Board, Feb. 13, that “Concern over 
the resumption of inflationary pressure hangs over all our 
efforts to restore the economy, to stimulate its growth and 
to maintain our competitive status abroad.” Because “the 
public interest in major wage and price determination is 
substantial,” he had decided, as announced Feb. 2, to estab- 
lish a Presidential Advisory Committee on Labor-Manage- 
ment Policy, with members drawn from labor, management 
and the public. The committee was to “play a major role 
in helping promote sound wage and price policies, produc- 
tivity increases, and a betterment of America’s competitive 
position in world markets.” 


In the Feb. 2 economic message to Congress, Kennedy 
had observed that “the course of the American price level 
depends in substantial measure on wage and price decisions 
of labor and management,” and that this dependence “grows 
in importance as the economy moves toward full employ- 
ment.” The President acknowledged on May 25 that full 
employment was not in sight. He warned Congress on that 
occasion that even though the recession had been halted and 
recovery was under way, large-scale unemployment would 
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“persist even as the nation’s output surpasses previous 
achievements.” 


PERSISTENCE OF HIGH RATE OF UNEMPLOYMENT 


The latest Labor Department statistics show that while 
the actual number of unemployed persons declined slightly 
between mid-April and mid-May, the seasonally adjusted 
rate of unemployment rose again to the peak of 6.9 per 
cent that had been recorded in mid-March. Unemploy- 
ment, with allowance for seasonal factors, thus continued 
the general upward trend it has been following throughout 
the past year.2 When the May figures were announced on 
the last day of the month, Deputy Assistant Secretary 
of Labor Seymour L. Wolfbein commented that “We’re 
really not eating into the long-term unemployed.” The 
congressional Joint Economic Committee had reported, May 
2, that the most optimistic of the expert witnesses it had 
consulted did not expect the unemployment rate to fall 
below 6-7 per cent during the remaining months of 1961. 


Walter W. Heller, chairman of the President’s Council 
of Economic Advisers, said on May 18 that the expected 
increase in the gross national product—from an annual 
rate of $500 billion in the first quarter of 1961 to an annual 
rate of $530 billion by the end of the year—would still fall 
short of the $50 billion increase that would be attained if 
available manpower, machinery and materials were fully 
utilized. Commissioner of Labor Statistics Ewan Clague 
had told the Joint Economic Committee on Feb. 9 that $5 
billion of the expected addition to gross national product 
would represent the filling out of short work schedules; $10 
billion would represent increases in output from increased 
productivity; and $8 billion to $10 billion would represent 
the output of one million additional workers. Because the 
labor force will be augmented this year by more than that 
number of new workers, the foregoing increases in gross 


national product would not effect any net reduction in un- 
employment. 


RELATION OF WAGE INCREASES TO UNEMPLOYMENT 


Labor costs figure in a complex network of factors affect- 
ing the rate of unemployment. Fritz Machlup, a Johns 
Hopkins economist, pointed out to the Joint Economic Com- 
" 8The seasonally adjusted unemployment rate, while fluctuating from month to 
month, rose from 4.9 per cent of the civilian labor force in mid-May 1960 to 6.9 


per cent in mid-March 1961; after shading off to 6.8 per cent in mid-April, the 
rate moved back to 6.9 per cent in mid-May. 
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mittee on Oct. 27, 1959, that if wages rise faster than gen- 
eral labor productivity, the result will be either higher 
prices (if demand is sufficient) or increased unemploy- 
ment. Over-all purchasing power will remain the same or 
decline. On the practical jevel, an employer may be spur- 
red to overcome high unit labor costs by taking steps that 
will enable him to reduce his labor force. Joseph A. Liv- 
ingston, business columnist, has noted that this country, 
among highly industrialized nations, has the highest rates 
for both wages and unemployment. Coal miners, construc- 
tion workers, and automobile workers are among those who 
have won wage increases while employment opportunities 
declined.‘ 


Unions contend that if high wages encourage employers 
to introduce methods and machinery leading to greater 
efficiency, they help to hold down prices. In a paper pre- 
sented to the Joint Economic Committee two years ago, the 
American Federation of Labor-Congress of Industrial Or- 
ganizations agreed that high labor costs promote tech- 
nological changes. It voiced its support of such changes 
notwithstanding occasional obstructionism on the part of 
individual workers or unions. 

A major part of industry’s motivation in increasing expendi- 
tures for new plant and equipment is to take advantage of poten 
tial savings in labor costs. In this way union efforts and the 
collective bargaining process have stimulated directly manage- 
ment’s private investment program. 


The point was made that unions can impart to workers an 
appreciation of the poiential benefits to be derived from 
improved technology. Through collective bargaining, the 
unions “develop a mechanism for easing any harsh effects 
that the change will cause.”” Otherwise management would 
find it difficult “to force even minor changes on a recal- 
citrant group of workers.” 


DomEsTIcC LABOR COSTS AND FOREIGN COMPETITION 

The effect of labor costs on the nation’s position in world 
trade and therefore on the U.S. balance of international 
payments is an aspect of the wage problem that has at- 
tracted considerab’e attention. In a message to Congress, 
Feb. 6, the President said: “Our balance of payments— 


*Column as reprinted in Congressional Record, March 2. 1961, p. 2840 


® Joint Economic Committe: Employment, Growth, and Price Levele (Part 9B 


1959), pp. 3120-3123 
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the accounting which shows the result of all our trade and 
financial relations with the outside world—has become one 
of the key factors in our national economic life. ... [To 
restore the balance] we must place maximum emphasis on 
expanding our exports. Our costs and prices must there- 
fore be kept low.” 


The United States had a net deficit of $3.5 billion in its 
over-all balance of payments in 1958, when merchandise 
exports dropped by $3 billion. In 1959 the deficit rose to 
$3.8 billion. The steady upward drift of prices stirred 
concern at that time lest American goods be priced out of 
world markets. High labor costs were often mentioned as 
a key factor in pushing up prices. The United States has 
continued al! along to maintain an excess of merchandise 
exports over imports, but despite a $3 billion increase in 
exports in 1960, the deficit in the over-all balance of pay- 
ments remained at $3.8 billion. Hence there is continuing 
pressure to expand exports still further. 


The Nationa! Industrial Conference Board pointed out 
recently that American average hourly wage rates range 
from two to 10 times those of major competitors.* Although 
this country still manages to hold its position as a leading 
export nation, “the relatively high wages that prevail in 
the United States hinder this country in competing effec- 
tively in the international sale of products which require 
a relatively high labor input and which do not readily lend 
themselves to extensive machine operation.” 


The Committee for Economic Development has called 
on American business and labor to develop “new attitudes, 
new expectations and new policies about prices and wage 
rates” in view of the growth of foreign competition. 


The United States is not a closed economy. It competes with 
others and it must adapt its price-wage policies to the competition 
it meets in foreign and domestic markets. Specifically this means 
that in order to get and keep markets some part of the benefits 
of higher productivity will have to appear in the form of lower 
prices. All the benefits . . . cannot be swallowed up in highe: 
money wage rates. 


The C.E.D. concluded that absorption of productivity gains 
by wage increases caused “not only inflation at home but 





¢N.1.C.B. charts show that labor costs (hourly earnings plus fringe benefit costs) 
for all manufacturing in 1960 were $2.75 in the United States, 90c in West Ger- 
many, 80c in the United Kingdom, 65c in Italy and 30c in Japan.—Nationa] Indus- 


trial Conference Board, The New Competition: International Comparisons (1961), 
p. 16. 
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an intolerable burden on the international financial posi- 
tion.” 7 


RISKS IN REVIVING A PROTECTIONIST TRADE POLICY 


Competition from foreign producers encourages affected 
business and labor groups to press for higher tariff barriers 
and more rigorous import restrictions of other kinds to 
protect the domestic market.’ Yielding to such pressure, 
to any significant extent, would run counter to the long- 
standing American policy of encouraging freer trade 
among non-Communist countries, would invite reprisals 
restrictive of American sales abroad, and would complicate 
U.S. participation in the General Agreement on Tariffs 
and Trade (GATT) and in the Organization for Economic 
Cooperation and Development, a newly formed 20-nation 
economic alliance scheduled to begin operations next Sep- 
tember. 


The President warned in his Feb. 6 message: “A return 
to protectionism is not a solution. Such a course would 
provoke retaliation; and the balance of trade, which is now 
substantially in our favor, could be turned against us with 


disastrous effects to the dollar.” Sen. Jacob K. Javits (R 
N.Y.) has warned that “if economic nationalism stages a 
comeback . . . the Communists may be able to dictate the 
terms of economic survival to key nations in Latin Amer- 
ica, Africa and Asia,” and the United States would become 
saddled with a permanent program of government subsidy 
to industries injured by loss of overseas markets. 


Trade unionism’s traditional advocacy of a liberal trade 
policy has been shaken by recent foreign competition. A 
threatened boycott of imported Japanese textiles, slated for 
May 1 by the Amalgamated Clothing Workers, was called 
off at request of the White House. A similar boycott of 
Japanese electronic products has been threatened by a Chi- 
cago local of the Electrical Workers Union. Members of 
an International Ladies’ Garment Workers local struck for 
three weeks last year in protest against the employer’s pur- 
chase of an interest in an Irish dress factory ; they returned 
to work only when the company agreed to set up a fund 


™ Research and Policy Committee of the Committee for Economic Development, 
The International Position of the Dollar (March 1961), p. 9. 

® Sixteen southern governors last autumn called for tighter restrictions on imports 
of textiles, oi] and other items produced in one or another of their states. See 
“Rising Protectionism,” E.R.R., 1961 Vol. I, pp. 255-256. 
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to compensate workers adversely affected by imports from 
Ireland.® 


Labor leaders have sought to ease the problem of low- 
wage competition by applying pressure through interna- 
tional organizations for betterment of wage levels and 
working conditions in low-wage countries. American 
unionists took the initiative in calling a meeting with their 
European counterparts in March 1960 to discuss measures 
for reducing labor cost differentials of goods in foreign 
trade. The American delegation suggested that countries 
receiving trade concessions under GATT agreements be re- 
quired to report annually on improvements in labor stan- 
dards. A foreign economist pointed out, however, that in 
most countries average wages are highest in the export 
industries and that it would be difficult to increase the dif- 
ferential still more. 


Hope of evening off American and foreign wage levels 
appears slim, despite a more rapid rise of wages in certain 
foreign countries. Hourly earnings in West Germany ad- 
vanced 60 per cent in the period 1953-59—twice the rate 
of increase in the United States!°9—yet it has been esti- 
mated that it would take 17 years for German wages to 
reach the American level if the German rate of increase 
remained the same and American wages stopped rising 
in the meantime. If wages in both countries continued to 
improve at their present rates, they would not converge 
(at $10.30 an hour) for 36 years.!! 





Three Decades of Ascending Wages 





ALTHOUGH the United States has experienced four busi- 
ness recessions since the end of World War II, the period 
has been marked by a virtually unbroken rise in wages 
and prices. As Commissioner Clague put it in summary 
last year: 
In the 15 years since World War II, the record shows that, during 
periods of prosperity, expansion and high employment both prices 


*The company was to pay into the fund 30c for every dozen dresses imported 
from Ireland. 


%” National Industrial Conference Board, The New Competition: International 
Comparisons (1961), p. 12. 

1 U.S. Chamber of Commerce, Meeting Foreign Competition at Home and Abroad 
(proceedings of Economic Institute, Feb. 15, 1961), p. 18. 
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and wages rose sharply, while during the periodic recessions, with 
business declines and substantial unemployment, the only dis- 
cernible effect was a slowing down of the increases but no inter- 
ruption of the general trend.!2 


Clague voiced the opinion, however, that this pattern would 
not be followed as closely in the 1960s because of “a change 
in the economic climate.” 


ADVANCE OF WAGES SINCE BOTTOM OF DEPRESSION 





The behavior of wages—and prices—during the recent 
recessions contrasts sharply with their behavior in the big 
depression which began in 1929. The financial collapse 
in the autumn of that year led to a curtailment of invest- 
ment, loss of jobs, lowering of personal income, and a 
drop in both wage rates and prices. Average hourly earn- 
ings for production workers in manufacturing fell from 
56Uoc in 1929 to 44c in 1933. Earnings in manufacturing 
then began a steady upward climb which, continued after 
the war, has now carried the hourly average to around 
$2.30. 


The decline of wage rates in the early years of the depres- 
sion coincided closely with a fall in prices, but curtailment 
of employment severely limited the advantage in buying 
power represented by the price decline. Not only were 
large numbers unemployed; many of the employed were 
on short work schedules. Weekly earnings thus fell so 
far in terms of actual money received—from an average 
of $25.03 for production workers in manufacturing in 1929 
to a low of $16.73 in 1933—that even people with jobs could 
not buy as much as formerly despite the lower prices. 


After the upturn, which began in 1934 and gradually 
picked up momentum, hourly wage rates increased more 
rapidly than prices. In addition, the opening up of new 
jobs, lengthening of work schedules, and during World 
War II overtime work at premium rates, accounted for 
sizable advances in worker income and purchasing power. 


Government wage and price controls during the war held 
in check pressures that would have forced increases in a 
normal boom period. After the war, release of pent-up 
consumer demands, combined with a high level of accumu- 
lated savings and removal of credit and price controls, 
brought heavy spending for available goods despite reduc- 


12 Address, New York University Conference on Labor, May 12, 1960, reprinted in 
Monthly Labor Revicw, August 1960, p. 837. 
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tion of worker earnings due to cutbacks in overtime. Prices 
shot up and labor launched an aggressive drive for wage 
improvements that led to numerous strikes. 


Average hourly earnings in manufacturing rose from 
$1.24 in 1947 to $1.35 in 1948, but “the goal of restoring 
the buying power of the weekly pay envelope was not 
achieved.” '* So sharp was the postwar rise in prices that 
real earnings in manufacturing—that is, weekly pay meas- 
ured in terms of what the money would buy—did not reach 
the wartime peak of 1944 until 1953. This was true de- 
spite a 4 per cent drop in prices in the recession year of 
1949. That year marked a shift in collective bargaining 
demands to emphasize welfare benefits, which added a non- 
wage factor to labor costs. 


Outbreak of the Korean War at the end of June 1950 
brought a quick end to the recession and spurred inflation 
despite government controls. In the early months of 1950, 
when unemployment was relatively heavy, unions bar- 
gained cautiously and won only rather small contract im- 
provements. But when employment moved upward around 
the middle of the year, wage settlements became more 
favorable to labor. Both hourly and weekly earnings then 
began to rise at a slightly faster pace than the consumer 
price index of the Bureau of Labor Statistics. 


With the end of the Korean War in July 1953, business 
took a downturn. In 1954, wage gains slowed down appre- 
ciably. Average hourly earnings of production workers 
in manufacturing in 1954 ($1.81) were only 4c higher 
than in 1953, when they had been 10c over the 1952 aver- 
age. As in the previous recession period, unions concen- 
trated on non-wage benefits. 


Recovery in 1955 brought another upward push in wages, 
marked by sharp gains under contracts negotiated that 
year in the automobile, farm equipment and trucking in- 
dustries. Average hourly earnings in manufacturing moved 
up 7c. In 1956, the year Congress lifted the minimum wage 
from 75c to $1, average hourly earnings in manufacturing 
rose another 10c to $1.98. Another business decline oc- 
curred in 1958, but average hourly earnings in manufac- 
turing that year ($2.13) were 6c above the 1957 average, 
which had been 9c higher than the average for 1956. 





1% Ewan Clague, “Interrelationships of Prices, Wages and Productivity, 1946-57,” 
Monthly Labor Review, January 1958, p. 15. 
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INDEX OF EARNINGS IN MANUFACTURING 
AND Cost oF LIVING 


1947-49 — 100 
Hourly Weekly Consumer 

earnings earnings price 
index index index 

1929 : 42.6 47.3 73.3 
1933 lesa 33.2 31.6 55.3 
1940 Sieh EN 49.7 47.6 59.9 
ae ei 54.8 55.9 62.9 
1942 . 64.1 69.2 69.7 
a aie 72.3 81.5 74.0 
1944 76.6 87.0 75.2 
ca ad teas a | 83.8 76.9 
oe 81.7 82.8 83.4 
1947 ° ’ 93.0 94.4 95.5 
1948 101.5 102.2 102.8 
1949 105.3 103.7 101.8 
1950 —ae | 112.0 102.8 
1951_ 119.5 122.2 111.0 
1952 125.6 128.4 113.5 
1953 133.1 135.4 114.4 
1954 ns 136.1 135.7 114.8 
1955. 141.4 144.5 114.5 
1956 ; 149.0 151.3 116.2 
1957 155.7 155.0 120.2 
1958 160.2 157.5 123.5 
1959 167.0 168.3 124.6 
*1960 172.3 171.5 126.5 


*Preliminary. 
Source: Bureau of Labor Statistics and Joint Economic Committee. 


By this time the effect of a recession in slowing up the 
rise in wages had become noticeably weaker. The slump in 
the second half of 1960 apparently had little restraining 
influence on wages. Preliminary estimates by the Labor 
Department indicate that 85 per cent of all workers under 
collective bargaining agreements, approximately seven mil- 
lion in all, received wage increases in 1960; approximately 
20 per cent of the total received increases of 1lc an hour 
or more; the increase for another 20 per cent averaged 
10c; the remainder got smaller gains. 


Because the decline in employment last year was rela- 
tively high in industries with above-average pay rates, 
over-all average earnings for all production workers in 
manufacturing showed a smaller increase than might other- 
wise have been expected. Average hourly earnings of pro- 
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duction workers in manufacturing rose 6c, between Decem- 
ber 1959 and December 1960, to $2.26. But a shorter aver- 
age work week, coupled with loss of premium overtime 
pay, resulted in a decline in average weekly earnings from 
$92.16 in December 1959 to $89.55 in December 1960. The 
decline in earnings, combined with a rise in consumer 
prices, reduced the purchasing power of this group of 
workers by 4.3 per cent.!4 


CASES OF LABOR’S ACCEPTANCE OF LOWER WAGES 


Employees in a few cases have recognized difficulties ex- 
perienced by employers in meeting labor costs and have 
foresworn pay advances or even accepted cuts in order 
to save their jobs. Some 250 delegates to a wage policy 
conference of the Textile Workers Union, for example, 
voted last February to recommend a one-year extension of 
contracts in northern mills chiefly because of problems 
created by “the flood of textile imports.” 


The Brewery Workers Joint Board, representing three 
Teamster locals, resisted efforts of a brewer, who had suf- 
fered losses last year, to eliminate 48 jobs and reduce pay 
10 per cent, but it offered a counter proposal which the 
company accepted. The workers agreed to take five-week 
layoffs without pay, and older workers were offered a bonus 
inducement of $20 a week for a year to retire. 


Faced with job losses due to declining business, em- 
ployees of a department store near Cleveland voted to ac- 
cept a $1 pay increase in place of the $3.50 increase which 
had been scheduled to begin last winter under a contract 
negotiated two years earlier. Members of a United Auto- 
mobile Workers local at Menominee, Mich., voted early 
this year to continue a 10 per cent wage cut accepted a 
year earlier because the employer, a manufacturer of insti- 
tutional seating, was threatened with having to close down. 


STABILITY OR IMPROVEMENT OF WAGES IN RECESSIONS 


Clague has pointed out that “As prices rise [in a boom], 
wage rates follow them up.” But when a business down- 
turn comes, “wage rates stubbornly resist a cut.” Even in 
the absence of union pressure, “employers rarely begin a 
business adjustment with a wage cut.” Curtailment of 





4 By May 1961 average weekly earnings in manufacturing had recovered to $92.66. 


% Ewan Clague, “Interrelationships of Prices, Wages and Productivity, 1946-57,” 
Monthly Labor Review, January 1958, p. 16. 
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working hours, then layoffs, usually precede any reduction 
of pay. 


A major reason why wages stay up, or climb up, during 
a recession is that there has been a trend toward negotiat- 
ing long-term labor contracts providing for deferred pay 
increases during the contract period. Such contracts, writ- 
ten to cover periods of two years or longer, have become 
common since the signing in 1950 of a five-year agreement 
in the automobile industry. That contract had two pro- 
visions for wage adjustments in the course of the contract 
period: 1) the so-called escalator clause, which called for 
specified increases or decreases when the consumer price 
index moved up or down by a stated percentage; and 2) 
the annual improvement factor, which gave workers pe- 
riodic raises based on expected gains in productivity. Inclu- 
sion of similar provisions in numerous other labor con- 
tracts helped to keep wages on the rise despite business 
slumps in 1958 and 1960. They were responsible in 1958 
for an 18c hourly pay increase for steel workers and a 
1514c hourly increase for meatpacking workers. 


Of the seven million workers who received pay raises 
in 1960 under collective bargaining agreements, 2.7 million 
got them in the form of deferred increases of one kind 
or another that had been authorized in contracts negotiated 
in an earlier year. It has been estimated that 2.9 million 
workers will receive deferred pay hikes in 1961 under con- 
tracts negotiated in 1960 or earlier. The number expected 
to receive deferred increases this year compares with four 
million in 1958. The reduction reflects expiration of long- 
term contracts in the automobile, farm equipment and 
meatpacking industries. 


There are signs of growing employer resistance to de- 
ferred-pay provisions. Steel agreements concluded in Jan- 
uary 1960 provided for only two cost-of-living reviews over 
the 30-month period of the contract, instead of reviews 
every six months, and limited cost-of-living pay increases 
to an aggregate of 6c an hour during the life of the con- 
tract; the straight pay increase was divided into two parts, 
both deferred, one to last December and the other to next 
October. Railroad contracts negotiated last summer elim- 
inated a semi-annual cost-of-living adjustment. Three-year 
contracts negotiated in late 1960 in the electrical equip- 
ment industry replaced an escalator clause, providing for 
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adjustments every three months, with a clause providing 
for two deferred raises, 18 months apart. 


A survey by the Bureau of National Affairs of 107 busi- 
ness executives showed 90 per cent opposed to escalator 
clauses and 53 per cent opposed to deferred pay increases. 
Opponents considered escalator clauses inflationary, and 
they objected to deferred raises because they committed 
employers to future outlays which they might find it diffi- 
cult or impossible to meei. Executives who favored de- 
ferred pay increases thought they helped to stabilize labor 
relations and were less costly than time-consuming annual 
contract negotiations.'® 











Current Conflicts in Wage Policy 





EXCEPT during time of war, the government exercises 
little direct control over wages. Through its monetary and 
fiscal policies it can influence economic conditions, which 
in turn affect private decisions on wages, but direct govern- 
mental action affecting wage structures is limited largely 
to establishment of labor standards and to mediation of 
labor disputes. By lifting the minimum wage from $1 to 
$1.25 an hour, by stages starting later this year, Congress 
has moved not only to raise the wages of those who have 
been working for less than the old minimum, but also to 
push up the general wage level. Because there is a ten- 
dency to maintain customary differentials all through a 
wage structure, raising the pay of those at the bottom is 
likely to be followed by pay increases for those higher up. 


Limitations on the government’s ability to deal directly 
with the wage-price spiral were recognized in the so-called 
Samuelson report '? on economic prospects for 1961. The 
report, which was prepared for President Kennedy shortly 
before his inauguration, recommended a number of gov- 
ernment actions to stimulate growth of the economy and 
then stated: 


It is important .. . to realize that there are some problems that 
fiscal and monetary policy cannot themselves come to grips with. 





% Bureau of Nationa] Affairs, Wage Policies in an Inflationary Period, March 1960. 


17 Paul A. Samuelson, economics professor at Massachusetts Institute of Tech- 
nology, was chairman of the task force which prepared the report, made 


public 
Jan. 5, 1961. 
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. .. If there is . .. a tendency for prices and wages to rise long 
before we reach high employment, neither monetary nor fiscal 


policy can be used to the degree necessary to promote desired 
growth. 


What may then be needed are new approaches to the problem 
of productivity, wages and price formation. ... This is a chal- 
lenge to mixed economies all over the free world and is not to be 
met by government alone. 


The link with productivity is probably the central] issue of 
the controversy over prevailing wage policies. Employers 
have been showing increasing resistance to the tendency 


of labor unions to base wage demands on productivity im- 
provement. 


WAGE TRENDS IN RELATION TO LABOR PRODUCTIVITY 


Over the long haul, real earnings of workers have tended 
to rise at about the same pace as the increase in production 
per man-hour. An analysis by the Bureau of National Re- 
search of statistics accumulated since 1889 shows that this 
long-term pattern has prevailed alike in industries in which 
productivity has risen rapidly and in industries in which 
the pace of improvement has been slow. “These facts sup- 
port the conclusion of generations of economists that over 
the long run the dominant factor in the general rise of real 


hourly earnings has been the increase in national produc- 
tivity.” 38 


In recent years, however, wages have tended to move 
ahead of productivity gains. This development has given 
rise to warnings that wage hikes push up prices and thus 
contribute significantly to inflation.’ Inability to absorb 
wage increases in excess of productivity gains has been 
industry’s major justification for raising prices. The de- 
ferred wage increase for steel workers due in October, for 
example, has been cited as reason for a possible increase 
in prices of major steel products in the autumn. 


OPPOSING VIEWS ON PRODUCTIVITY WAGE INCREASES 


The U.S. Chamber of Commerce has launched a broad 
attack on the contention that productivity improvements 
constitute a valid basis for granting periodic wage in- 
creases. The Chamber’s Economic Advisory Council, headed 








% Solomon Fabricant, Basic Facts on Productivity Change, reprinted in hearings 
of Joint Economic Committee, Employment, Growth and Price Levels (Part 2, 1959), 
p. 320. 


See “Prices and Wages in the Recession,” E.R.R., 1958 Vol. I, pp. 443-459. 
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by Arthur F. Burns, who was chairman of the President’s 
Council of Economic Advisers in Eisenhower’s first term, 
has issued a pamphlet calling for return to a labor market 
freed from “union monopoly, compulsory unionism and the 
use of force, violence and coercion” in collective bargaining. 


“The question may be raised,” the pamphlet states, 
“whether any general wage increase should be granted by 
an employer as a result of collective bargaining in a com- 
petitive and dynamic economy, except when such an in- 
crease is necessary to hold and recruit an adequate supply 
of individual workers.”’ The assertion is made that if an 
employer has trouble getting manpower, his pay rates are 
probably too low, but if the labor supply is more than 
ample, “this suggests that his . . . rates are adequate or 
more than adequate.” Productivity gains should not affect 
wage rates, the argument goes, because such gains are 
attributable more to management capacity and to invest- 
ment in modern equipment than to labor skills.2° Address- 
ing a symposium sponsored by the Chamber last Feb. 15, a 
Harvard economist, Gottfried Haberler, said that “If we 
could prevent money wages from rising quite as fast as 
productivity rises, prices could gradually fall.” 


An international group of six economists, commissioned 
to study inflation in North America and Europe since 1953 
for the new Organization for Economic Cooperation and 
Development, reported on May 30 that the two major 
causes of inflation had been excessive demand and exces- 
sive wage increases. They concluded that a minor cause, 
significant only in a few industries in the United States, 
was administered prices. Wage increases in the 1955 and 
1956 automobile and steel settlements, the economists said, 
were “almost bound to set off a self-defeating wage and 
price-wage spiral.” 


Certain other economists see the problem in a different 
light. Costs of production per unit of labor are high, they 
assert, because demand for goods is not sufficient to keep 
plants operating at full capacity. If full production and 
employment were attained, the unit cost of labor would go 
down because many plant maintenance charges are fixed. 
The added purchasing power contributed by full employ- 
ment, it is contended, would sustain demand for industry’s 
goods and provide ample profits without price increases. 





*®Chamber of Commerce, Productivity and Wage Settlements (1961). 
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Leon Keyserling developed a position along this line in 
testimony before the Joint Economic Committee, which 
made an extensive study of employment and price levels 
two years ago. Productivity was held back during the 
1950s despite technological advances, Keyserling said on 
March 24, 1959, for lack of a big enough consumer market. 

The so-called decline in the rate of productivity growth during 
recent years and the development of a lag in productivity increases 
relative to wage rate changes occurred because of an over-all 
economic slack which bred inefficient utilization of resources. This 
had nothing to do with the real technological trends affecting our 
productivity potentials. If wages had increased less, the economic 
slack would have been still greater.2! 


Keyserling’s solution for the problem was to expand public 
and private consumption. 


EFFECT OF AUTOMATION ON LABOR UNION DEMANDS 

Ewan Clague predicted a year ago that a change in the 
economic climate would probably slow union demands for 
and industry’s acceptance of wage increases in the early 
1960s. Chief factors dimming the prospect for wage in- 
creases were said to be persistence of a labor surplus, in- 
sufficient demand combined with high productive capacity, 
and relative stability of prices. 


Labor’s growing concern over automation is apparent 
in its demands for benefits in support of worker income, 
aside from wage rate increases. Contract provisions for 
supplementary unemployment benefits, first negotiated in 
the automobile industry in 1955, have spread to steel, alu- 
minum, metal container, cement, rubber and other indus- 
tries. Recent contracts have introduced or liberalized sev- 
erance pay; the first funds set up specifically to provide 
a cushion for workers displaced by technological changes 
were established in 1959 in meatpacking and longshore- 
men’s contracts. 


It was disclosed at a meeting of the United Packing- 
house, Food and Allied Workers in Chicago, May 18-19, 
that guaranteed income, increased severance pay, wages 
during layoffs, and paid leaves for displaced workers under- 
going retraining led demands scheduled to be made by that 
union in forthcoming negotiations. The union president 
said the union would remain “flexible” on wage demands; 





2 Joint Economic Committee, Employment, Growth and Price Levels (Part 1, 
1959), p. 149. 
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the “overriding issue” was job security. Employment in 
meatpacking was said to have dropped 20 per cent, with a 
loss of 41,000 jobs. 


At the wage policy conference of the United Automobile 
Workers in Detroit on April 28, U.A.W. President Walter 
P. Reuther confirmed that the union would break new 
ground this year in the pursuit of job security. It would 
demand that production workers, traditionally paid by the 
hour for hours worked, be put on regular salaries. Other 
demands to be made of the automobile manufacturers at 
the negotiations starting late this month include earlier 
retirement pay, a shorter work week without loss of pay, 
longer vacations and more holidays, “sabbatical’’ leaves, 
improvements in unemployment compensation, and train- 
ing programs for displaced workers. The effect of such 
benefits on labor costs obviously would be substantial. 


LIMITS TO GOVERNMENT INFLUENCE ON WAGE POLICY 


With labor and management holding opposing views on 
wage policy, the Kennedy administration is likely to have 
its hands full trying to win voluntary compliance with 
its plea to hold the line on wages and prices. An American 
Bankers Association study of inflation noted last year that 
“One of the chief obstacles to the kind of action that is 
necessary if creeping inflation is to be successfully dealt 
with, is the fact that labor and business each sees the other 
as the responsible party.” 2? Clague has asserted that it 
is pointless “to debate whether wage increases cause price 
increases or price increases cause wage increases,” because 
union leaders are bound to seek wage hikes when prices 
are rising and management is bound to seek compensation 
for wage increases through higher prices. ‘Under such 
circumstances,” he said, “collective bargaining cannot be 
expected to perform as a protector of the public or the 
consumer.” 


The administration’s chief instrument for winning vol- 
untary compliance with its wage-price policy is the Advis- 
ory Committee on Labor-Management Policy, established by 
President Kennedy on Feb. 16. The President had noted two 
days earlier that the government was “almost totally with- 
out direct and enforceable powers over the central prob- 
lem,” but he declared that “ways must be found to bring 





2 John M. Clark, The Wage-Price Problem (1960), p. 33. 
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. public interest [in wage-price determinations] before 
the parties concerned in a fair and orderly manner.” The 
21-member Advisory Committee, composed of representa- 
tives of government, business, labor and the public, has 
been meeting monthly; it recently scheduled a meeting for 
July 10-11 to discuss wage and price policies. 


Speculation on how the committee plans to persuade 
labor and management to show restraint in action on 
wages and prices was stirred when Secretary of Labor 
Arthur J. Goldberg, chairman of the committee,”* told a 
gathering of business leaders on May 29 that the govern- 
ment did not intend to intervene in the forthcoming auto 
negotiations but that a strike would be “intolerable.” 24 The 
Wall Street Journal, May 30, reported that Goldberg’s re- 
marks caused businessmen to wonder whether the admin- 
istration “intended to lay down the broad lines within 
which a settlement could be negotiated and then use the 
powers of the government to see these lines weren’t over- 
stepped.” 


The Joint Economic Committee suggested last year that 
one way “to deal with the inflationary effects of market 
power” exercised by big business and big unions was to 
bring them together in annual conferences where they 
would be informed of the economic outlook and “the rela- 
tion of their actions to the national economic welfare.” In 
the long run, such conferences “might have a good effect 
on prices and wages in important industries.” *5 


The chief hope is that business and labor will discover 
self-interest in holding the wage-price line. The American 
Bankers Association study suggested that an impartial per- 
manent committee with a professional staff could develop 
the economic analyses that would show the appropriate 
direction for non-inflationary settlements with labor. 
Emphasis is currently being placed on the need to marshal 
public opinion in favor of non-inflationary settlements by 
publicizing the pertinent economic facts in advance of wage 
and price decisions that will have far-reaching effects on 
the country’s economy. 


“The chairmanship rotates between the Secretary of Labor and the Secretary 
of Commerce. 
* Address, Economic Club, Detroit, May 29, 1961. 


* Report of Joint Economic Committee, Employment, Growth and Price Levels, 
Jan. 26, 1960, p. 53. See “Labor, Management and the National Interest,” E.R.R., 
1960 Vol. II, pp. 565-568 and 575-581. 
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